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BAHRAIN KEY ECONO) 
All values in U.S, $ million 


and represent period averages 
unless otherwise indicated 


Exchange Rate: US$1.00 equals 3.92 B,D. 1973 


INCOME AND PRODUCTION 


GNP at Current Prices 388 
Per Capita GNP --- 
State Budget 86 
Crude Oil Production 27 


(million U,S, barrels) 


Crude Oil Runs to Refinery 90 
(million U,S, barrels) 


Average Unemployment Rate 3% 


(Sources: Ministry of Finance, Statistical D 
Ministry of Labor; International N 


* Embassy estimates based on Government of ] 






INOMIC INDICATORS: 








1974 1975 1976 1977 
400 540* 600% 630* 
1,250 1, 800 2,200 2,500 
229 340 489 623 
25 22.3 25.3 ind 
92 78,6 87,7 us 
lo None None None 


11 Department; Ministry of Development and Industries; 
al Monetary Fund) 


of Bahrain statistics. 
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BAHRAIN KEY ECONOMIC INDICATORS: 


MONEY AND PRICES 

Money Supply (as of September 1976) 

Currency in Circulation (as of September 1976) 

Money Market Conditions (as of January 1977): 
Description: 


Rediscount Rate No Market 
Prime Short Term Rate 8 1/2% 
Discount Trade Paper 81/2 = 9% 
Bankers Acceptance Commission No Market 
3/5 Year Bank Term Loan Rate 11% 


Yields: 


Short/Medium and Long Term Govt, No Market 
Personal Loan Rate 11% 
Sight Discount Rate No Market 


Time deposits (local currency): 


30 days 

90 days 

180 days 

Interest on savings deposits 


(Sources: Bahrain Monetary Agency and Chase Manhattan 


BALANCE OF PAYMENTS AND TRADE 
(as of September 1976) 
1973 1974 1975 
Gold and foreign exchange reserves A. NA, 153 
Balance of Payments A, NA. N.A, 
Balance of Trade 2 -61 £42 -81 
Exports (including re-exports) 185 132 164 
FOB US, share thereof 35% 02% 224% 
Imports, CIF 315 319 453 
U.S, share thereof 18% 18% 16% 


N. 
N. 


lneld by Government of Bahrain and Bahrain Monetary Agency 
* export figures do not include oil 


(Sources: Bahrain Monetary Agency; Ministry of Finance, Directorate of 
Statistics) 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 
OVERVIEW: 


The Government of Bahrain continues to pursue its declared social 
priorities: creating and fairly distributing housing for middle and low 
income Bahraini citizens, developing further the infrastructure of the 
island, and containing inflation to the extent possible, The State Budget 
for 1977 reflects these priorities. Among government economic planners 
there appears to be a growing feeling that Bahrain should concentrate on 
carrying to completion the many projects begun in the past two to three 
years and spend less national energy and resources on major new ven- 
tures, Even a quick visit to Bahrain leads most observers to the conclu- 
sion that this 'mood of consolidation" is prudent and needed. The con- 
struction industry in particular continues to boom largely unregulated by 
the Government, There is increasing concern among senior officials 
about quality control in construction and a related questioning of the 
technical competence of some of the firms which have sprung up in 

the past few years. Import levels, nevertheless, continue to spiral, 


The "crash'"' government housing program continues to receive top 
priority as it has since the abolition of the National Assembly in August 
1975. At that time the Prime Minister said that the two most important 
political and social priorities of the Government were to increase the 
number of houses available to Bahraini nationals and to contain the then 
spiralling cost of living which was eating away the salary gains of middle 
and low income Bahrainis, Since the establishment of the Ministry of 
Housing in late 1975, about two thousand houses have been built or con- 
tracted for and current Ministry planning is for 1200-1500 housing units 
per year until the housing "'crisis'' subsides, Approximately one in every 
six Bahraini families (or 10,000) has registered for public housing. The 
Government has actively sought involvement by foreign firms in the hous - 
ing programs, as consultants and advisors, as suppliers of prefab housing 
units, and as participants in joint ventures to produce housing units in 
Bahrain, 


Inflation is a regional (and of course international) problem of great mag- 
nitude and complexity. In Bahrain, the Government appears to have been 
successful in limiting cost of living increases for an average Bahraini 
family to about fourteen percent during calendar year 1976 (this compares 
favorably with the estimated 33% increase during 1975 and is based on 
Government statistics), This success, however, has been at a cost to 
the Government during the calendar year of at least $16 million in sub- 
sidies for those items considered essential commodities for the average 
Bahraini, e.g., rice, cooking oil, soap, milk powder, wheat, eggs, 
chicken and most meats, 





The construction industry, as noted above, continues to boom, For 
the first time in the history of Bahrain, loans from local commercial 
banks were greater to the construction sector than to the usually dom- 
inant trade sector, according to statistics of the Bahrain Monetary 
Agency. The regional construction boom which developed after the 
1973 rise in petroleum prices has continued apace in Bahrain, Office 
buildings, hotels, private and public housing, roads, sewage systems, 
land reclamation and dredging -- all showed accelerated growth during 


1976. 


Until 1974 Bahrain had been unique in the region with an excess of 
skilled local manpower. Since 1974, however, there has been not only 

a shortage of Bahraini labor but an increasing use of expatriate labor, 
This trend continued, even accelerated in 1976, but planners in the 
Government are aware of and concerned about the social implications 

of a large non-Bahraini work force, With the arrival in Bahrain of a 
significant number of international banks, the competition for Bahraini 
manpower which used to be restricted to blue-collar skilled laborers 
(welders, fabricators, etc.) has now also extended into white collar 
categories of workers. Salaries paid Bahraini labor, both blue and white 
collar, have increased considerably as a result, A major change in the 
Government's traditional laissez-faire attitude toward labor was re- 
flected in the enactment of the Labor Law of 1976 and the Social Insurance 
Law of 1976 both of which largely emphasize the duties of employers and 
the rights of employees. 


Since Bahrain's oil reserves are expected to be depleted in approximately 
fifteen years at current production levels, the Government has for sev- 
eral years vigorously promoted the establishment of other industries and 
services in order to lessen dependence on petroleum for revenue and for 
employment, In the absence of corporate or personal income taxes, 70% 
of the State Budget revenues still come from oil, even though the economy 
has long ceased to be narrowly based on oil, Since 1971 the Aluminium 
Bahrain (ALBA) smelter has been successfully manufacturing aluminum 
ingots, produced from imported alumina/bauxite, In 1976, despite the 
continuing depression in the world aluminum market, rated production 
capacity at the smelter was exceeded, A very major drydock project, 
financed and owned by the Organization of Arab Petroleum Exporting 
Countries (OAPEC), of which Bahrain is a member, is nearing comple- 
tion and should begin operations in late 1977 or early 1978, These two 
major, relatively new, industries, coupled with the long-established oil 
production and refining of the Bahrain Petroleum Company (BAPCO), 

are expected to be the basic industrial underpinnings of the Bahraini 
economy for the foreseeable future. 





Bahrain's traditional role as a regional services and commercial 
center has been markedly expanded in the past two years, Its central 
location, the availability of office space and private housing, albeit 
very expensive, coupled with its relatively good communications and 
transportation systems, have proved attractive to many foreign firms, 
The number of American firms with offices in Bahrain doubled in 1976 
to approximately sixty. An important element in the expansion of 
Bahrain's services center role has been the arrival of many major 
international banks during 1976, In late 1975 the Bahrain Monetary 
Agency launched a well-timed program of "'Off-shore Banking Units" 
(OBU's) which has attracted more than thirty-five international banks, 
including several prominent American ones, The aim, briefly, is to 
create an Arab money market (somewhat on the lines of Singapore's) 
during Arab working hours, The program is already considered a 
success and, according to the Bahrain Monetary Agency, OBU's in 
Bahrain were handling funds in excess of $6 billion by the end of 1976, 


Bahrain continues to boast that it is the transportation center of the 

Gulf, although other states in the region are rapidly increasing and 
improving their facilities. Gulf Air, the regional airlines jointly owned 
by the Governments of Bahrain, Qatar, United Arab Emirates and Oman, 
is headquartered in Bahrain and has witnessed a startling expansion of 
its services and fleet in the past two years, 


Despite its recent expansion, the main port in Bahrain continues to be 
clogged with waiting ships and offloaded, but uncleared, shipments, 

Since virtually everything used in Bahrain is imported, the role of the 
port is crucial to the smooth functioning of the local market, both in 
terms of consumer goods (including foodstuffs) and construction materials, 
The bottleneck at the port notwithstanding, volume continues to increase 
and Bahrain still re-exports approximately thirty percent of the goods 

to the Eastern Province of Saudi Arabia and, to a lesser extent, to 

Abu Dhabi and Qatar, Total imports in 1976 showed a startling 50% 
increase over 1975, 


In many ways the economy of Bahrain is becoming more closely tied to 
that of the Eastern Province of Saudi Arabia and the symbol of that re- 
lationship, the long-mooted Causeway, seems about to become reality, 
High-level ministerial announcements were made in late 1976 that tender 
documents for the approximately twenty mile, possibly $800 million, 
project would be available during 1977. It will be financed entirely by 
Saudi Arabia, 





1, STATE BUDGET: 


Bahrain's State Budget for 1977 shows an anticipated increase in both 
revenues and expenditures of approximately thirty percent over that 

of 1976, The 1976 State Budget proved, according to preliminary annual 
statistics, to be remarkably accurate in its predictions of both revenues 
and expenditures, with a slight under-estimation of oil revenues, The 
1977 Budget projects revenues of $588 million and expenditures of $623 
million with the resultant deficit to be covered from the state reserves 
of approximately $380 million, Revenues are difficult to predict given 
the uncertainty prevailing about petroleum prices as well as the even 
more important fact that almost half of Bahrain's oil revenues come 
from the ARAMCO-administered Abu Safa‘a field, over which the Bah- 
raini authorities have little discretion regarding production levels, which 
nevertheless seem to have picked up considerably in 1976, Important 
sources of revenue, aside from oil, are loans and grants from neighbor- 
ing states and government fees and taxes, including customs, 


While Bahrain's budget is modest by regional standards (as an accurate 
reflection of its oil production), it has shown dramatic increases over 
the past few years, e.g., it increased from $59 million in 1972 to the 
current level, a tenfold increase, Despite Bahrain's location in a region 
where such revenue explosions are common and thus tend to be taken for 
granted, the explosion in fact has at once created both opportunities and 
great burdens on those administrators responsible for overseeing and 
guiding its uses as well as on the social and economic infrastructure of 
the state, 


The budgetary allocations reflect the continuing priorities of the GOB: 
public housing, $105 million; water and electricity, $79 million; sewer- 
age, $33 million; port expansion, $32 million; roads and bridges, $21 
million; and new public health centers, $21 million, 


Despite Bahrain's dependence on oil revenues for its budgetary purposes, 
the economy of Bahrain is significantly diversified, particularly in com- 
parison to most of its regional neighbors, The services, construction, 
and non-oil industrial sectors are important parts of the local economy 
which, because of the absence of corporate and personal taxes, do not 
show up in the budgetary figures, For the same reason, the Embassy 
estimates that the GNP of Bahrain (as well as the per capita income) are 
somewhat higher than those Government estimates noted above, 





2. INDUSTRY: 
A, OIL: 


Oil, first discovered on the Arab side of the Gulf in Bahrain 
in the early 1930's, has been the basic industry for decades, Known 
reserves are expected to be depleted, at current levels of production, 
in approximately fifteen years, and Bahrain has taken steps to diversify 
its economy (see below for details), Nevertheless, at present and for 
the foreseeable future, oil revenues continue to provide the financial 
wherewithal for the state. Crude production in Bahrain averaged ap- 
proximately 56,000 barrels per day in 1976, a modest decline from 1975, 
The Bahrain Petrdeum Company (BAPCO} and the Government of Bahrain 
reached an agreement in 1974 by which the Government acquired a sixty 
percent ownership of BAPCO's gas and oil facilities, The Government 
has announced its intention to achieve 100% "participation" in due course 
and in 1976 formally established the Bahrain National Oil Company 
(BANOCO) which will administer the Government's share of BAPCO, 
Thus far BANOCO has taken over responsibility for marketing refined 
products in Bahrain, The BAPCO refinery remains 100% CALTEX-~ 
owned, It has a rated capacity of 250,000 bpd, and frequently reaches 
that level using all local production plus crude which comes by pipeline 
from Saudi Arabia, Important to the revenues of Bahrain is the off-shore 
field called Abu Safa*a which is administered by ARAMCO and the rev~ 
enues from which are equally shared between the Governments of Saudi 
Arabia and Bahrain, 


B, ALUMINUM: 


The Aluminium Bahrain (ALBA) smelter has been producing 
aluminum ingots for export since 1971, Itis the largest non-hydrocarbon 
based industry in the region, outside of Iran, In 1976 it exceeded its 
rated capacity of 120,000 tons per annum by producing a record 126,000 
tons, This production record reflects the impressive efficiency and work 
discipline required for the 24-hour operations of the smelter, often 
under extremely unpleasant working conditions, particularly during the 
summer, The workforce is 80% Bahraini and the technical capabilities 
reflected in the production figures is a source of some national pride, 
particularly given its uniqueness in the regions The Company, however, 
has had its problems and these are largely related to its under-capitalization 
and to the depressed state of the world market in aluminum, The latter, 
of course, is intimately related to the economic recessions in the developed 
world and the more or less stagnant housing/construction industries there, 


Alumina /bauxite is imported from Australia and ingots are exported to 
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Japan, the People's Republic of China, Iraq, Brazil and Argentina, 
ALBA is owned 79% by the Government of Bahrain and Kaiser Aluminum 
holds a 17% interest in the company, Government planners hope that 
smaller, ancillary industries will develop around the ALBA complex, 
To date, an atomizer plant has gone into production and a government- 
owned extrusion plant -- to make window and door frames -=- is in the 
final stages of construction, In addition, an Australian/Bahraini 

joint venture has been established to produce cables, 


C, DRY DOCK: 


The third industrial pillar of Bahrain's economy will be the 
Arab Shipbuilding and Repair Yard (ASRY) which is financed and owned 
by the Organization of Arab Petroleum Exporting Countries (OAPEC), 
of which Bahrain is a participating member, The dry dock facilities are 
currently under construction, and operations will begin in late 1977 or 
early 1978, The South Korean firm, Hyundai Construction, reports that 
it is ahead of its construction schedule, a perhaps unique accomplishment 
in the region, The construction and initial management consultants for the 
dry dock project is LISNAVE of Portugal, When fully operational ASRY 
will be able to repair and maintain the giant VLCC tankers which carry 
the bulk of al from the Gulf to all parts of the world, Ownership by OAPEC 
probably means that most regionally owned VLCC's (and certainly those 
of the Arab Shipping Company, also newly established) will use the Bahrain 
facilities, Despite that fact, however, problems relating to local man- 
power shortages and competition from Dubai, which is building an even 
larger dry dock, are unresolved, 


D. INDUSTRIAL SERVICES: 


Bahrain continues to provide a regional base for petroleum - 
related construction and engineering firms active in the Gulf area, notably 
the Halliburton Group, Brown and Root, in particular, is a large em- 
ployer, General Electric, in partnership with a Bahraini firm, maintains 
here its Middle East servicing center for gas turbines and other mechan- 
ical equipment, In addition, several large American oil companies 
(EXXON, AMOCO and GULF) have based regional representatives in 
Bahrain, Many British firms also maintain regional headquarters in 
Bahrain, 


3. LABOR: 


Oil was discovered in Bahrain long before it was found elsewhere on 
the Arab side of the Gulf and the Bahraini labor force thus has a forty-year 
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history of experience in modern, technological industries, Bahrainis 
were employed extensively in the Eastern Province of Saudi Arabia when 
the oil industry there was being established, Almost unique in the region, 
Bahrain boasted a skilled, disciplined, indigenous labor force until 1974, 
In that year, due to the construction boom, expatriate labor became the 
majority of the work force, It is now approximately 60/40, non-Bahraini/ 
Bahraini, Bahraini nationals continue to dominate in the petroleum 
industry and at the aluminum smelter, where their skills as welders, 
fabricators, etc., are in great demand, In the construction industry, 

on the other hand, expatriate labor dominates -- particularly Pakis- 
tani and Korean labor, Throughout 1976, increasing numbers of Pak- 
istani, Indians, Koreans, Thais and Filipinos arrived on the island to 
fill the still-expanding demands of the economy, Although Bahrain 
certainly maintains its distinctive cultural integrity, the bazaar and 
cinemas increasingly reflect the lifestyles of the many ''subcontinentals"' 
working here, 


In August 1976 the Government issued two long-awaited decrees -- 
the Labor Law for the Private Sector and the Law of Social Insurance, 
The Labor Law, contrary to popular expectations, did not legalize 
trade unions but in other ways did represent a departure from the 
traditional laissez-faire attitude of the Government toward labor, 
The law, long on duties of employers and rights of employees, treats 
all labor equally - i.e,, whether Bahraini citizens or expatriates, 
The Social Insurance Law established a social security system based 
on required monthly payments by both employers and employees, It 
is being introduced in stages, beginning with the larger private 
sector firms. 


In the spring of 1976, as is beginning to be customary, there were 
general pay increases, initiated in the government sector and rapidly 
spreading to the private sector. In terms of industrial strife, which 
Bahrain frequently witnessed in the past, most notably in the serious 
disturbances in ALBA in 1974, it was a quiet year, Serious Govern- 
ment attempts to provide housing and to contain the cost of living 
probably has had a good effect in this regard. 


4, SERVICES: 


A, BANKING: 


Two American banks (Citibank and Chase Manhattan) and 
one joint venture (Continental Bank of Illinois) are among the eighteen 
foreign banks licensed to provide commercial services in Bahrain, 
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The market, in comparison to those in the region, is limited and activ- 
ity is modest, though growing along with the rest of the economy, 


The past year, however, saw the flowering of the Bahrain Monetary 
Agency's role as a central bank and, with it, the creation of a very 
significant offshore banking program which has now attracted more 

than thirty-five international banks, including many important Amevican 
ones (Citibank, Chase Manhattan, Chemical, Manufacturers Hanover 
Trust, American Express Inernational, Bank of America), These banks 
are licensed, for a $25,000 fee, to operate from Bahrain offices with 
an eye toward creating a regional money market and other regional 
financial activities, By the end of 1976 they were reported to be hand- 
ling in excess of $6 billion and several of the licensed banks had yet to 
open their doors for business, Following in the wake of the banks, as 
it were, were the leading European money-brokers who have now also 
opened offices in Bahrain, It is expected that the Buhrain-based off- 
shore units will equal the volume of money handled in Singapore's 
similar units by mid-1977, 


B, HOTELS: 

Bahrain continues to experience severe hotel shortages, First 
class accominodation availability was dealt a major blow in 1976 with 
the effective closing of the prominent Gulf Hotel to non-airline guests 
(about half the hotel was closed because of structural problems and the 
other half is on long-term booking with airlines for crew stopovers), 
The Bahrain Hilton (which opened in December 1975) and the Delmon, 
along with the small, but excellent, Tylos were almost constantly 
overbooked during 1976, In 1977 the Ramada Inn will open as will ap- 
proximately 500 other beds in hotels being built by Bahraini merchants, 
In addition, the Holiday Inn is expected to open in 1978 and recent agree- 
ments have been made for Sheraton, Intercontinental and Holiday Inn 
Muharraq (at the International Airport), The Bahrain Hi-ton plans to 
add 120 rooms during 1977, 


Some observers are predicting an excess of hotel accommodations by 
1980 but the hotels are banking on a continuing regional boom, a further 
development of Bahrain's regional center role and greatly increased 
traffic from the Eastern Province of Saudi Arabia with the completion 
of the causeway linking the island of Bahrain with the peninsula, 


C, TRANSPORT AND COMMUNICATIONS: 


Bahrain has maintained its position as the most-frequented 
Guif transit point on Europe-Far East routes, Most major European and 





Asian international lines have frequent flights through Bahrain con- 
necting with the regional carriers, notably the Bahrain-based Gulf 

Air, Gulf Air, which is jointly owned by the four Gulf states of Bahrain, 
Qatar, United Arab Emirates and Oman, has rapidly expanded its fleet 
and services in recent years, Following the 1975 purchase of several 
Tristars, Gulf Air announced its intent to buy five Boeing 737's in mid- 
1976. The very modern Bahrain International Airport, which was 
considered wildly over-ambitious when it opened in 1971, was effectively 
doubled by an expansion program iu 1976, It handled an increasing 
traffic in 747's and was the destination of the first scheduled British 
Airways Concorde flights in 1976, American airlines have returned 

to the Gulf after an absence of several years, Pan American inaugurated 
a weekly New York/Bahrain/New York direct flight in December 1976 
and TWA began weekly New York/Geneva/Bahrain flights in February 
1977. Total traffic at the airport continues to increase, with more than 
1,5 million people embarking, disembarking and transitting it in 1976, 
Twenty-seven different airlines regularly use the airport, 


D, PORT FACILITIES AND COMMERCE: 


The only commercial port of Bahrain, Mina Sulman, continues 
to increase tonnage handled and also continues to be clogyed both with 
ships in waiting and goods uncleared from the limited port storage 
facilities, Wziting time for ships during 1976 varied from thirty to 
seventy days, averaging around forty most of the year, The Government 
took some remedial steps, including bringing two "temporary" berths 
from Singapore, making a total of eight, Construction of another perm- 
anent six berths was begun and should be completed in 1978, The Govern-~ 
ment also announced increased storage fees for yoods uncleared from 
docks but even with the upward revision, these fees are still considerably 
less than those charged for storage in Manama; thus, the disincentive 
to clear cargo remains, In 1976, total imports increased by a remarke 
able 50% over 1975, 


Bahrain's major trading partners continue to be the United Kingdon (1), 
the United States (2), Japan (3) and the Peoples Republic of China (4). 
U.S, Department of Commerce trade figures for 1976 incorporate the 
Tristar purchases of Gulf Air and, therefore, inflate the U,S, role, 
since a sale to Gulf Air is a sale to all of the four countries which own 
the line, Eliminating those purchases, 1976 trade with the U.S, was 
about ¢144million, a substantial increase over 1975 ($91 million) out 
still trailing the U.K, Automobiles, cigarettes, asphalt, pipes, gas 
turbines, heating and cooling equipment, pumps and related spare parts 
accounted Hr most of the imports from the U,S, About 30% of the goods 
imported into Bahrain are re-exported to Saudi Arabia and, to a lesser 
extent, to the United Arab Emirates and Iran, 





PART B ~ IMPLICATIONS FOR THE UNITED STATES 


BACKGROUND: 


The rapid economic expansion of the past few years continues apace, 

In 1976, for the first time, American consultants and architectural 

and engineering firms began to have some tocal impact and success, 

In the past, except for the important oil-construction related industries, 
American firms had not benefitted noticeably from the local construc- 
tion boom in Bahrain, British, French, Italian, Dutch, Korean and 
West German firms won most of the contracts for major construction 
projects as well as the Government-financed housing program, There 
are some signs, however, that Americans are becoming more coste 
competitive and there is definite evidence that American technical 
competence, quality-control and reliable delivery records make U,S, 
products and firms more attractive to the Bahraini consumer, whether 
Government or private sector than had previously been the case, Much, 
however, remains to be done, 


WHAT TO DO: 


Interested American firms should visit the region, meeting local mer-~ 
chants and government officials concerned with future projects, These 
visits should be repeated annually or more frequently depending on the 
type of business contemplated, It is commoa folk wisdom that personal 
relations count for a great deal in the Arab, as in so many other parts 
of the world; it is also the case that Bahrainis are looking for long-term 
comrnitments of interest from foreign firms doing business here, There 
is a generalized suspicion, based on some sad experience, of individuals 
and firms out to make a quick, one~time profit, 


Americans are generally disadvantaged since they are not the traditional 
source of supply in the Gulf, Since American business, despite its 
reputation, does not appear particularly aggressive in comparison to 
European and Japanese firms active in the region, the necessity of re~ 
peated visits cannot be overstated, The Guif region promises to be of 
long-term and quickly-expanding interest to the U,S, and despite the 
small sizes of the local populations, many development and infrastructure 
projects of significance are currently on-going and yet more are pro~ 
jected for the future, Once an initial contract is won, it is imperative 

to make special efforts to perform well, for reputations, good and bad, 
travel quickly in the region, There is increasing evidence of inter~ 
government regional coordination and sharing of commercial information, 
A common first question in a Minister or merchant's office is: where in 
the region have you had projects? 
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The Embassy regularly provides information to the Department of Com-~ 
merce on potential Bahraini business contacts as wellas ''Major Exports 
Projects" and "Foreign Government Tenders", The Embassy, and 
USDOC, can supply interested businessmen with English translations 

of relevant Bahraini laws and regulations regarding foreign investment, 
commercial agency relationships, establishment of commercial com- 
panies as well as local practices which are not codified, For business- 
men who visit Bahrain, the Embassy can facilitate initial contacts with 
key government officials as well as private merchants, For those able 
to visit Washington, D,C,, before embarking on a Gulf visit, a briefing 
at CAGNE (Commerce Action Group on the Near East) is often useful, 
For those stopping in Athens, the RTDO (Regional Trade Development 
Oificer) should be visited, 


Once in Bahrain, it is strongly recommended that representatives of 
American firms make known their interests and expertise to relevant 
Ministries (e,g., Ministry of Public Works for construction and al er 
firms) as well as the Bahrain Chamber of Commerce and Industries, 
Officials of the Ministries of Developmentand Industries, Commerce, 
Housing and Public Works, Water and Power are often key decision 
makers in Government tenders, 


OPPORTUNITIES: 


A. GENERAL: 


Key areas in which there appears to be scope for expanded 
trade with Bahrain include the following: heavy machinery, chemicals, 
building materials and equipment, automobiles, foodstuffs, materials 
handling equipment, refrigeration and heating equipment, hotel, rest~ 
aurant and hospital equipment, 


B, CONTRACTORS AND CONSULTANTS: 


Most of the major projects on-going and planned in Bahrain 
are Government-financed, It behooves American firms hoping to par- 
ticipate in these projects to formally register their interests and cap- 
abilities, including descriptions of past projects, particularly any in 
the region, with the relevant Government ministries, The Public Works 
Ministry plays a crucial coordinator/manager role in most Government 
construction projects, except housing, and officials in the ministry 
are key contact points. Initial contact can be by letter but personal 
visits are important thereafter, 
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During 1976 several American consultants and advisors arrived in 
Bahrain, both in the public and private sectors, including Gulf Air, 
the regional airline, This was a definite break with past Bahraini 
practice which was overwhelmingly British-oriented, That orientation 
still exists, and is very powerful, but it is lessening and many countries 
are competing to fillthe gap. Two prominent American A and ¢ firms 
have become involved in important construction projects, American 
firms have bid on most of the major infrastructure projects in 1975 
and 1976, Although most have not been successful, it is an important 
new trend which is locally appreciated and has its impact, Bahraini 
contracting firms have hired, for the first time, several American 
technical experts, 


In addition to the on-going projects in housing, office construction, 
water, power and sewage systems expansion, the Government of Bah- 
rain has opted for American expertise in bureaucratic reorganization, 
supplies and stores maintenance, health and hospital administration 
as well as physical education and sports training, While too much 
should not be made of this trend yet, it is important to mark as a 
definite departure from past Bahraini practices, 


Aside from the OAPEC~-owned and financed Dry Dock project, the most 
important pending project is that of the Bahrain-Saudi Arabia Causeway 
which both governments have recently pledged themselves to complete, 
An expensive (possibly $800 million) and technically difficult project, 
the twenty-mile causeway will be the major development in the next 
several years in Bahrain, American firms are encouraged to partici~ 
pate in the various tenders which will be issued, beginning in late 1977, 


Cc, INVESTMENT: 


The Government of Bahrain's policy is to encourage foreign 
investment, Recent legislation requires fifty-one percent Bahraini 
participation in local companies, with a few exceptions based on techno- 
logical and developmental considerations, Certain incentives are offered 
by the Government to private investors; there are no corporate or per-~ 
sonal income taxes and no restriction on convertibility or repatriation 
of capital and profits, There is a free port industrial area where in- 
vestors can lease land on concessionary terms, Currently full, it is 
to be expanded, Raw materials and products are exempt from customs 
duties if the resultant manufactured product is exported, Capital equip~ 
ment is usually exempt from customs duties, 





16 


While Bahrain has tempered its earlier enthusiasm for foreign invest- 
ment because of the limits of its manpower and the current strains on 
the infrastructure, there is active interest in promoting joint ventures 
related to the public housing program as well as creating ancillary in- 
dustries related to the aluminum smelter (ALBA) and the dry dock 
(ASRY). There is also interest in dredging and land reclamation 

joint ventures, American business interests making sound proposals 
to participate in the growth of these sectors can expect a ready 
response from both the public and private sectors in Bahrain, 


D, BAHRAIN AS A GULF CENTER: 


During 1976 the number of American firms with regional 
offices or branches in Bahrain approximately doubled from thirty to 
sixty. Almost half of the increase was due to the major American banks 
which arrived to participate in the OBU program or open representative 
offices, Others, however, were new to the region and a few were 
"refugees" from Beirut. Central location, relative ease of communica~ 
tion, liberal social climate, attractive government policies and avail- 
ability of a skilled local labor force combine to make Bahrain a good 
site as a regional headquarters, That said, it has proved an expensive, 
and sometimes frustrating, experience for the many American firms, 
especially those depending on Bahraini manpower, which came to Bah-~ 
rain‘in 1976, But the trend is clear, Many American firms have recog~ 
nized that the Gulf is one of the few economically booming areas in the 
world and Bahrain, despite its own relative lack of resources, is at 
its center -- and working hard to maintain its role as the services center 
for the Gulf region, 
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